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Executive Summary

he late 1990s are a ime of unprecedented enthusiasm and opportunity for Ameri-
cans hoping to pursue a college education. This optimism is reflected in the enrollment
decisions of students, the opinions of the general public, and the actions of policymakers.
With these recent signs of progress, it would seem reasonable to conclude that American
students and their families now face the best of all worlds. But these signs of optimism
mask longer-term trends that could pose serious problems for college access and success
in the near future: tuition and fees increases that are outpacing growth in family incomes
and inflation; wide disparities in access to postsecondary education among students from
different family income levels; and a rising perception that college is too expensive. Com-
mon among these trends is the persistent concern about the overall affordability of a
college education. All of these factors indicate that the question of affordability—whether
the amount of money students and their families actually pay to attend college is within
their reach—needs to be reexamined.

While increases in tuition and decreases in funding for student aid programs have an
impact on affordability, it is the overall effect that these trends have on students that
matters most. This is particularly true for lower-income students, who have limited
personal resources and often do not have access to other private sources of assistance.
For them, being able to afford a college education is heavily influenced by the availabil-
ity of student aid—particularly grant aid.

This report reexamines the relatonship between grant assistance and overall college
affordability. Produced by The Institute for Higher Education Policy and The Educa-
tion Resources Institute (TERI), Do Grants Matter? Student Grant Aid and College
Affordability chronicles the trends in funding for grants and their impact on families’
ability to pay for postsecondary education. Data analyzed in this report span the past
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two decades and include information from the following sources: the U.S. Department
of Education, including budget information and national data sets maintained by the
Department; the College Board, which annually collects data on trends in student aid
funding; and other higher education organizations. In this report, grants are defined as
forms of student aid that are non-repayable and are not ted to service or employment.

Major Findings

Over the two decades between 1976-77 and 1996-97, the capacity of grant aid to im-
prove the affordability of higher education gradually was eroded, especially for stu-
dents from low-income families attending four-year institutions. This is evidenced by
several key trends:

Need-based grant awards are covering a decreasinig percentage of the average
price of attending college.

Students receive grants from three major sources: the federal government, primarily in
the form of Pell Grants; states, which have a variety of grant aid programs; and colleges
and universities themselves, which use tuition, endowment, and other resources to aid
their students. In 1976-77, the maximum Pell Grant award of $1,400 covered 35% of
the average price of attending a private institution and 72% of the average price of
attending a public insdtution. Since the early 1980s, however, the percentages have
declined. The maximum award of $2,470 in 1996-97 covered only 13% of the average
price at private institutions and 34% at public institutions. Similar trends hold for the
average Pell Grant amount received by recipients: in 1976-77, the average award of
$759 covered 19% of the average price at private four-year institutions and 39% at
public four-year institutions, but by 1996-97, the average award of $1,577 covered 9%
and 22%, respectively.

State need-based grant aid also is covering a decreased percentage of the cost of educa-
don. In 1976-77, the average state need-based undergraduate grant award of $590 cov-
ered approximately 30% of average public four-year prices; by 1995-96, this figure had
fallen to 22% despite the fact that the average award had risen to $1,560.

Average institutonal grant awards have remained stable over the last decade as a pro-
portion of the average price of attending four-year institutions. In 1989-90, the aver-
age need-based grant of $1,843 covered approximately 15% of the average tuition and
fees at private four-year institutions and 37% of the average tuition at public four-year
schools. These figures increased slightly by 1992-93, but fell back to approximately the
1989-90 levels by 1995-96. .
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Net prices have increased for most families in the 1990s, further indicating that
the role of grant aid in keeping college affordable has been diminished.

Net prices—the total price of attendance minus all grant aid—increased between 1989-
90 and 1995-96 for most families. For example, the average net price of attending a
public four-year institution for undergraduates with family incomes of $20,000 to .
$39,999 increased from $6,140 in 1989-90 to $7,829 in 1995-96—an increase of 28%,
or 5% when inflation is considered. It appears that net prices are rising most rapidly for
students from the poorest families.

At each type of institution, net prices are still lower for low-income students. In fact,
net prices at public two-year institutions actually decreased for the two lowest income
groups. However, data from 1995-96 indicate that net prices are significantly higher
than average estimated family contributions (EFCs) for almost all income categories
and institutional types. This was true for all full-time, dependent undergraduates from
the lower family income categories (less than $40,000), regardless of the type of insti-
tution they attended. '

These trends have occurred despite the fact that need-based grant aid continues
to be targeted toward students with “need.”

The average amount of need-based grant aid received by full-time, dependent under-
graduates from all sources—including federal, state, and institutional—varies by family
income and institutional type. In 1995-96, average need-based grant aid amounts from
all sources tended to be highest at private four-year institutions and lowest at public
two-year institutions, a result of the variation in average price by institutional type.
Average need-based grants covered similar proportions of the average price of atten-
dance across most institutional types: 30% at public two-year institutions, 29% at pri-
vate four-year institutions, and 27% at public four-year institutions.

Within each institutional type, average need-based grant amounts tended to vary in-
versely with family income: the lower the income level, the higher the average award
amount. In general, average grant aid awards received by full-time, dependent under-
graduates covered a larger proportion of total price of attendance for lower-income
students than for higher-income students.

Other important findings include:
Over the last two decades, the composition of total student grant aid has shifted, from

primarily federal grants to primarily institutional grants. In 1976-77, federal grants
accounted for 49% of all student grant aid, institutional grants constituted 34%, and

vii
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state grants made up 17%. By 1996-97, state grants remained at approximately the
same proportion, 16%, but the other two sources had reversed positions—institutional
grants accounted for 53% of the total, while federal grants made up only 31%.

Further, in the last decade, the available-évidence suggests that non-need-based aid
may be increasing at a faster rate than need-based aid. For example, in 1995-96, non-
need-based state grant dollars for undergraduates had increased by almost 11% from

the previous year when inflation is considered, whereas need-based grants had decreased
by 2%. '

Explanation of the Trends

The data indicate that net prices are rising faster than most families’ ability to pay. The
growing gap between net price and EFC for most families has been affected primarily
by trends in the two parts of the net price equation—the average price of attendance
and available grant aid.

The total price of attending college has escalated in recent years.

From 1976-77 to 1996-97, the average price of attendance at all institutions increased
by 304%. Differences exist by the type of institution: prices increased by 365% at pri-
vate four-year institutions, 300% at private two-year institutions, 279% at public four-
year institutions, and 196% at public two-year institutions.

In comparison, consumer prices increased by about 171% over the same 20-year pe-
riod. Even when inflation is taken into account, the average price increased by 49% at
all institutions—72% at private four-year institutions, 48% at private two-year institu-
tions, 40% at public four-year institutions, and 9% at public two-year institutions.

The average price of attendance also increased faster than median family income over
this 20-year period. Between 1977 and 1997, median family income increased by 178%,
or only 10% if inflation is considered. This compares to an increase of 304% in the
average price of attendance at all institutions between 1976-77 and 1996-97, or 49%
when inflation is considered.

Grants, especially at the federal level, have remained static as a proportion of all
student aid awarded.

After adjusting for inflation, funding awarded through the primary federal loan pro-
grams—the Federal Family Education Loan and Federal Direct Student Loan pro-
grams—experienced greater growth than any other source of student aid between 1976-
77 and 1996-97. The total loan funds awarded for these programs increased by almost

10
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740%. In comparison, Pell Grant funding grew by only 42% over the same period,
while state grants and institutional grants increased by 94% and 227%, respectively.
Specially directed aid (including veteran’s benefits, social security, and military aid)
declined rapidly, by more than 80%.

As a result of these trends in funding, the composition of student financial aid on an
aggregate level has shifted. As a proportion of tozal student aid awarded, grants from all
sources appeared to maintain approximately the same level, from 34% in 1976-77 to
36% in 1996-97. Meanwhile, loans increased from 18% to 58% of total student aid
over this period. The balance is comprised of work-study aid, which decreased from
4% to 1%, and specially directed aid, which decreased dramatically from 43% to 4% of -
total student aid.

As a proportion of federal student aid, federal grants decreased between 1976-77 and
1996-97, from 21% to 16% of total federal aid. Recent years have seen the most rapid
decrease, from a highpoint of 27% in 1992-93. Specially directed aid declined from
52% to 6% between 1976-77 and 1996-97, and work-study funds declined from 5% to
2%. At the same time, federal loans increased steadily, from 22% in 1976-77 to 77% in
1996-97.

In the 1990s, the proportion of students receiving loans and the average loan
amounts have grown faster than the proportion of students receiving grants and
the average grant amounts.

The proportion of undergraduate students receiving grants increased only slightly, from
36% in 1989-90 to 39% in 1995-96, while the proportion receiving loans increased
more rapidly, from 19% to 26%. The average amounts received by undergraduates
rose at different rates: the average loan amount received increased by 46%, from $2,799
in 1989-90 to $4,074 in 1995-96, whereas the average grant amount received rose by
20%, from $2,257 to $2,716. After adjusting for infladon, the average grant amount
actually declined.

Implications and Conclusions

The major trends presented in this report indicate that the capacity of grant aid to
improve affordability for students and their families has been diminished in light of
rising prices and static funding. The prevalence of large amounts of unmet need—net
prices frequently exceed EFCs, especially for students in the lower income catego-
ries—suggests that net prices may be rising faster than most families’ ability to pay.
Higher net prices have meant that parents and their children must seek out alternative
sources of assistance, including student loans, other types of consumer borrowing, and
even in some cases credit cards. Questions of affordability may be driving students to
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change the ways in which they participate in higher education, including working part-
or full-time to help finance their education, using distance learning as an alternative to
traditional on-campus offerings, and limiting their postsecondary education to public
two-year institutions.

The findings outlined in this report suggest that greater financial support for grant aid
is needed at all levels. Butitis not only the financial support that needs shoring up; the
political will of the policymakers who govern the student aid programs at all levels
needs to be revived..

m At the federal level, the political will that was behind these programs at their
inception has been eroded, chipped away first by budget austerity movements in
the 1980s and early 1990s, and now by a push toward smaller government, fewer
entitlement programs, and a greater emphasis on individual rather than societal
benefits associated with going to college.

m  The introduction of federal tax credits for education expenditures—which re-
ward personal investments instead of increasing outright public support on the
front end to decrease the price that students and parents pay—provides evidence
of the increased focus on the private economic benefits of college.

m At the state level, the rise of non-need-based criteria in awarding aid has in-
fringed upon the amount of need-based aid available, while state budget crunches
have pitted education against other important public expenditures, including
prisons and Medicaid.

m  More institutions may be turning away from need-blind admissions policies—
admitting students without regard to their ability to pay—and toward “need-
aware” practices. While institutions have made substantial increases in the amount
of aid they award, the question remains as to whether colleges and universities
should be making up for lags in grant funding from other sources.

Therole of grantaid in improving affordability must remain an essential underpinning
of student aid programs. Increased support for grants is crucial, but so, too, is the
understanding that grants play a superior role in improving college affordability for
students at all income levels, and particularly those from the lowest income groups. If
future public debates do not focus on the ability of grant aid to enhance affordability,
the progress that has been made in increasing access to postsecondary education could
be undermined.
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Introduction

I he late 1990s are a time of unprecedented enthusiasm and opportunity for Ameri-
cans hoping to pursue a college education. This optimism is reflected in the enroll-
ment decisions of students, the opinions of American citizens, and the actions of
policymakers. Consider these examples:

a In the fall of 1998, total enrollment in public and private two-year and four-year

- colleges is estimated to be nearly 15 million students, an all-time high (NCES,

1998b). In addition, the percentage of high school graduates going to college is

at its highest level ever: a recent Bureau of Labor Statistics study showed that a

record 67% of 1997 high school graduates enrolled in two- and four-year col-
leges or universities that fall (BLS, 1998b). ‘

m Public opinion in America strongly supports the importance of going to college.
A 1997 poll by Gallup found that 97% of parents with children in their first year
of high school agreed that “a college education will enrich the quality of my
child life” (Miller, 1997).

s In the past three years, federal funding to help students pay for college has grown
substantially. The establishment of several tax credits for tuition expenditures
and saving for education—totaling an estimated $40 billion over five years—
combined with the largest increase in federal Pell Grant award maximums in 20
years is helping students and families pay for college.

»  After suffering declines in the early 1990s, state level support for higher educa-
tion is on the upswing. Total state general fund appropriations for higher educa-
tion—including monies for institutions and student aid—reached a record $26
billion for fiscal 1997-98, up 6% from the previous year (Grapevine, 1998). Fur-
thermore, there has been an influx of new state student aid programs, and more
states have established prepaid tuition programs to encourage saving for college.

-

13
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With these recent signs of progress, it would seem reasonable to conclude that Ameri-
can students and their families now face the best of all worlds. But these signs of opti-
mism mask longer-term trends that could pose serious problems for college access and -
success in the near future:

m Increases in tuition and fees have outpaced growth in family incomes and infla-
tion, fueling families’ concerns that a college education is growing out of their
reach.

Recent polling and focus groups conducted by the American Council on Educa-
tion found that even though the public believes in the importance of education
beyond high school, 71% of the those surveyed feel that four-year colleges are
too expensive, a percentage that is even higher among minorities (ACE, 1998).

a Despite the recent improvement in funding for the Pell Grant program, the
maximum grant award authorized by Congress has not been fully funded since
1979-80. '

e While access to higher education has improved, disparity still exists among stu-
dents from different family income levels. For example, the percentage of high
school students from low-income families who enrolled in college directly after
graduation was 26% in 1972, compared to 64% of students from high-income
families. Even though low-income enrollment had grown substantially to 49% by
1996, rates for students from high-income families had risen to 78%, still a gap of
almost 30 percentage points (NCES, 1998a).

All of these factors indicate that the question of affordability needs to be reexamined.
While incréases in tuition and decreases in funding for student aid programs have an
impact on whether or not individual students and their families can “afford” to pay
their share of education costs, it is the overall effect that these trends have on students
that matters most. This is particularly true for lower-income students, who have lim-
ited personal resources and often do not have access to other private sources of assis-
tance. For them, being able to afford a college education is heavily influenced by the
availability of student aid—particularly grant aid.

As this report shows, because funding for grants has not kept pace with prices, the role
of grants in improving affordability has become less relevant over time, especially for
students attending four-year institutions. Produced by The Institute for Higher Edu-
cation Policy and The Education Resources Institute (TERI), Do Grants Matter? Stu-
dent Grant Aid and College Affordability chronicles the trends in funding for grants and
their impact on families’ ability to pay for postsecondary education. Data analyzed in
this report span the past two decades and include information from the following sources:
the U.S. Department of Education, such as budget information and national data sets
maintained by the Department; the College Board, which annually collects data on
trends in student aid funding; and other higher education organizations.

14
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Grants, which do not have to be repaid, represent a public subsidization. Grant aid is

used to improve affordability because the benefits of higher education accrue to both

individuals and society. This cascade of ben-
efits increases the public policy imperative
for more public financing of postsecondary
education, particularly in the form of grants.

Much has been made in public policy circles
and the higher education community about
the growing imbalance between grant aid and
loans, as more and more student aid has come
in the form of borrowing and not grants. The
historical changes in funding of student aid
are important, but one facet that has gone
largely unnoticed in the war over dollars is
the significant difference in the impact that
each type of aid has on college affordability.
Research indicates that grants appear to be
more effective than loans (and work-study),
since they tend to encourage greater access,
especially for low-income students (Heller,
1998). While student loans are an integral
part of a student’s aid package, the implica-
tions that debt has on students’ enrollment,
choice of institutions, persistence in college,
and career and lifestyle options make them a
less attractive option, particularly for- many
low-income and minority students.

Defining the lIssues

For the purposes of the analysis presented
in this report, affordability refers to whether
the amount of money students and their
families actually payb to attend college is
within their reach. One way in which
affordability can be examined is the net
price—the total price of attendance minus
all grant aid. Grants are defined as forms of
student aid that are non-repayable and are

The public and private

benefits of higher education

In describing the public and private benefits of going to
college, it may be useful to sort the discussion of benefits
into four general categories (The Institute, 1998):

m  Public economic benefits. Public economic benefits
are those benefits for which there can be broad
economic, fiscal, or labor market effects. In gen-
eral, these benefits result in the overall improve-
ment of the national economy,.or major segments
of the economy, stemming from citizens’ partici-
pation in higher education. Some of the public
economic benefits of higher education include in-
creased tax revenues, greater productivity, in-
creased consumption, and decreased reliance on
government financial support.

m  Private economic benefits: This is the most commonly
discussed category of higher education benefits. Pri-
vate economic benefits are those benefits that have
economic, fiscal, or labor market effects on the indi-
viduals who have attended postsecondary education.
Examples include higher salaries and benefits, higher
employment rates, and improved working conditions.

m  Publicsocial benefits: Public social benefits are ben-
efits that accrue to groups of people or to society
broadly, that are not directly related to economic,
fiscal, or labor market effects. Examples of such
benefits include reduced crime rates, increased
charitable giving/ community service, and greater
civic participation.

m  Private social benefits: Private social benefits are ben-
efits that accrue to individuals or groups that are not
directly related to economic, fiscal, or labor market
effects. Examples of these benefits include improved
health/life expectancy, improved quality of life for
offspring, and increased personal status.
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not tied to service or employment. This includes government-supported need-based
grants and private scholarships, but excludes employer aid, assistantships, service pro-
grams (such as Americorps), and specially directed aid such as military, veteran, or
social security benefits, for which service or employment are required of the recipient.'
While government subsidies for student loans would meet this definition, calculating
the amount of subsidies for all student loans is difficult.? Furthermore, loan subsidies
do not reduce the price of education, only the amount of interest to be repaid later.
Therefore, loan subsidies are not included in the analysis presented in this report.

The focus of this report is largely on need-based grants for undergraduate students.
Need is defined as the difference between the price of attending an institution and
what families can contribute. Need can reflect the low levels of family resources, the
high price of attending a particular institution, or both. While non-need-based aid
does defray the price of attendance, it is not intended to address affordability, but rather
to reward performance or attract students from certain demographic groups. However,
since need-based and non-need-based aid cannot always be separated out in the data—
and academic merit is a criteria in some need-based aid, such as state aid—the figures
used in this report sometimes include both types of aid.

Furthermore, data reflect expenditures and averages for undergraduates only, except
when the undergraduate and graduate levels cannot be separated; in these cases, it is
specifically noted in the text. While many public benefits result from graduate level
education, affordability is currently a more pertinent issue at the undergraduate level,

- given the wide societal benefits from undergraduate education, as well as the broader

support for public investment in undergraduate education.

Grants may come from various sources:

s Atthe federal level, the need-based Pell Grant program is the most important and
broadly available form of grant support. The Pell Grant is considered the founda-
tion of a student’s aid package, after which all other aid awards are determined.
Some of the neediest students also receive Supplemental Educational Opportu-

nity Grants (SEOG).

s  Each of the 50 states has its own individual grant programs, most of which
are need-based. All of the states participate in the State Student Incentive

1 This analysis also excludes the recently enacted tax credits for two reasons: 1) parents and students were
able to utilize these credits as of January 1998, but data regarding the amount of credit claimed will not
be available until late 1999, when recipients file their tax returns, and after the Internal Revenue Service
has compiled this information; and 2) since these credits are awarded after educational expenditures are
made—similar to employer aid—their relative impact on improving affordability is limited.

2 Government subsidies are even included in the unsubsidized loan program, where the funds made avail-
able to students from the government are at a lower cost than they would carry in the private market.

16
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Grant (SSIG) program, a federal pro-
gram that provides matching funds
for states’ support of grant aid, al-
though award levels fluctuate across
the country.

Individual institutions offer grant aid

to their students to help defray the

price of attendance. Colleges and uni-
versities—particularly private institu-
tions—often tie their financial aid de-
cisions to specific enrollment strate-
gies, such as trying to improve diver-
sity or increasing the academic pro-
file of the student body. This aid fre-
quently comes in the form of tuition
discounts, which lower the prices that
students pay.

Private organizations, such as chari-
table foundations and non-profit
groups, offer scholarships to students,
based on a variety of factors. While pri-

Private-sector grants

Private-sector grants frequently are not.included in na-
tional data on student aid, due to the difficulty of mea-
suring them. It is sometimes claimed that billions of
dollars in private-sector grants exist, much of which goes
unused because students do not submit applications.
Although it is difficult to accurately measure the vol-
ume of private-sector grant aid—figures reported for
the total amount vary widely—it is unlikely that the
claims of unspent grants are true. Frequently, these as-
sumptions are based on outdated figures or on esti-
mates of available employee tuition benefits
(Kantrowitz, 1996).

" The consensus figure seems to be that a total of $1.25

billion is awarded to 750,000 undergraduate and gradu-
ate students each year, from more than 3,000 private-
sector sources (Kantrowitz, 1996). Only 3% of under-
graduates received grants from private, outside sources
during the 1995-96 academic year, with an average
award of $1,561 (NCES, 1996).

vate organizations are a common source of aid, it is difficult to measure their

total contributions, since no comprehensive source of data on these scholarships -

exists.
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Changing Effects of
Grant Aid on Affordability

Over the two decades between 1976-77 and 1996-97, the capacity of grantaid to
improve the affordability of higher education gradually was eroded, especially for stu-
dents from low-income families attending four-year institutions. This is evidenced by
several key trends, from the relationship between average need-based grant amounts
and college prices, to the patterns of the net prices paid by students and their families.

s Need-based grant awards are covering a decreasing percentage of the av-
erage price of attending college.

Policymakers decide on the aggregate amount of money reserved for need-based grant
programs, which in turn determines the size of individual awards. The recipients of
such grant awards therefore see their out-of-pocket costs reduced by a specific amount.
However, over the last two decades the effectiveness of grant awards in making college
more affordable for undergraduates has been falling. This has occurred at the federal,
state, and institutional levels.

Federal Pell Grants, for example, reduce the total prices paid for the students who
receive them by a maximum possible amount; this maximum is determined by the avail-
ability of funds appropriated by Congress. In 1995-96, approximately 22% of under-
graduates received Pell Grants INCES, 1996); for these students, the actual maximun’

3 The actual maximum award is the amount determined by the level of appropriations; it is distinct
from—and usually lower than—the Congressionally zuthorized maximum. :
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Pell Grant award they can receive covers a significantly lower proportion of average

undergraduate tuition, room, and board at four-year institutions now than it did in
the past. In 1976-77, the maximum award of $1,400 covered 35% of the average price
of attending a private institution and 72% of the average price of attending a public
institution. Since the early 1980s, however, the percentages have declined, falling to.
13% for private institutions and 34% for public institutions covered by the average
Pell Grant of $2,470 in 1996-97 (College Board, 1997; NCES, 1997). Similar trends
hold for the average Pell Grant amount received by recipients: in 1976-77, the aver-

Pell Grant Awards as a Share of Average Tuition, Room, and Board
In current dollars

Percent of Percent of Percent of Percent of
private 4-year | public 4-year Average Pell private 4-year | public 4-year
Academic Actual price of price of Grant award price of price of
year maximum Pell attendance attendance (aid per attendance attendance
ending: Grant award covered covered recipient) covered covered
1977 $1,400 35% 72% $759 19% 39%
1978 $1,400 33% 69% $758 18% 37%
1979 $1,600 35% 75% $814 18% 38%
1980 $1,800 36% 77% $929 19% 40%
1981 $1,750 31% 69% $882 16% 35%
1982 $1,670 26% 58% $849 13% 30%
1983 $1,800 25% 56% $959 13% 30%
1984 $1,800 23%. 52% $1,014 13% 30%
1985 $1,900 22% 52% $1,111 13% 30%
1986 $2,100 23% 54% $1,279 14% 33%
1987 $2,100 21% 51% $1,301 13% 31%
1988 $2,100 20% 48% $1,303 12% 30%
1989 $2,200 19% 47% $1,399 12% 30%
1990 $2,300 19% 46% $1,438 12% 29%
1991 $2,300 17% 44% $1,449 1% 28%
1992 $2,400 17% 42% $1,530 1% 27%
1993 $2,400 16% 40% $1,543 10% 26%
1994 $2,300 14% 36% $1,506 9% 24%
1995 $2,300 14% 34%. $1,502 9% 23%
1996 $2,340 13% 33% $1,515 9% 22%
1997 $2,470 13% 34% $1,577 9% 22%

Note: Average tuition, room and board figures for 1986-87 and later years reflect 20 meals per week rather than meals 7 days per

week, and are therefore not entirely comparable with figures for previous years.
Source: College Board, 1997; NCES, 1997; U.S. Department of Education, 1998.
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State Grant Aid versus - . ageaward of $759 covered 19% of the average price at
Public Four-Year Price of Attendance |  private four-year institutions and 39% at public four-
In current dollars * year institutions, whereas in 1996-97, the average
Average - award of $1,577 covered 9% and 22%, respectively
= Average public - (College Board, 1997; U.S. Department of Education,
need-based 4-'year ) 1998).
state grant | price of )
award |attendance | Ratio
1976.77 $590 $1.935 30% . State policymakers also allocate funding to grant pro-
1977-78 $635 $2.038 1% . grams. In 1995-96, approximately 10% of undergradu-
1978.79 $648 $2.125 30% " atesreceived need-based state grants (NCES, 1996). For
1979.80 $676 $2.327 29% undergraduate recipients, the average awards have been
1980.81 5733 $2'550 9% decreasing as a percentage of the average price of at-
1981.82 722 $21871 7% tending public four-year institutions. In 1976-77, the
average state need-based grant award of $590 covered
1982-83 $767 $3,196 24% & g
approximately 30% of average public four-year prices;
1983-84 $805 $3,433 | 23% . .
by 1995-96, this figure had fallen to 22% despite the
1984-85 $876 $3,682 24% .
198556 $907 +3 859 5% fact that the average award had risen to $1,560
. ° (NASSGAP, various years; NCES, 1997). Thus, it ap-
1986-87 $1,018 $4,138 25% . . e
pears that even as the price of attending a public insti-
1987-88 $1,068 $4,403 24% . . .
$2678 tution has increased, states have not been able to in-
- 4 9 . . )
198889 $1,092 : 23% crease their need-based grant aid enough to preventan
- 9 ' . ey
1989-90 $1.161 $4,975 23% erosion of affordability.
1990-91 $1,198 $5,243 23%
- ) 9 . . - .
199192 $1.264 $5.695 22% In addition to the federal government and states, insti-
- 9, . .
199293 $1.297 $6,020 22% tutions provide grants to “needy” undergraduates. These
1993-94 $1,382 $6,365 2% grants are frequently packaged as tuition discounts and
1994-95 $1,575 $6,670 24% © effectively decrease the net tuition paid by certain stu-
1995-96 $1,560 §7.014 22% - dents. In 1995-96, about 12% of undergraduates re-
Notes: For 1981-82-and prior years, the number of “enrolled . ceived need-based institutional grants (NCES" 1996)'
winners” was used to calculate average awards; for 1984- . Although data on longer—term trends are not available,
85 to 1993-94, the number of recipients was used; for later - . L.
years, the number of awards at in-state publicinstitutions, - it appears that average institutional grant awards for
in-state private institutions, and out-of-state institutions - sos :
were totaled (some states were excluded from the latter ~  T€CIpients have remained stable over the last decade as
due to cliaka of data). Paics ofdattendance equals tuition, | a proportion of the average price of attending four-year
required fees, room, and board. L
_ o institutions. In 1989-90, the average need-based grant
Source: NASSGAP, various years; NCES, 1997. Historical . . o
NASSGAP data were used wherever possible to reflectup- . of $1,843 covered appronmately 15% of the average

dates. tuition and fees at private four-year institutionsand 37%

of the average tuition at public four-year schools. These
percentages increased slightly by 1992-93, but fell back to approximately the 1989-90
levels by 1995-96 (NCES, 1990, 1993, 1996, and 1997).

4  Some of the need-based grant aid programs included in the NASSGAP surveys include merit criteria.
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Thus, average need-
based grant awards are
covering a lower per-
centage of the price of
attending higher edu-
cation institutions than
they did 20 years ago.
This is particularly
true for federal and
state grant awards; in-

Average Institutional Grant Awards as a :
Share of Average Price of Attendance for Undergraduates
In current dollars

Academic
year ending:

Average
institutional
need-based

grant
awards

Average
private
4-year price
of attendance

Percent of
private
4-year price
of attendance
covered

Average
public
4-year price
of attendance

Percent of
public
4-year price
of attendance
covered

1990

$1,843

$12,284

15%

$4,975

37%

1993

$2,722

$15,009

18%

$6,020

45%

1996

$2,563

$17,612

15%

$7,014

37%

stitutional grants have
Note: Average grant amounts are for those who received such aid.

exhibited comparative
Source: NCES, 1990, 1993, 1996, and 1997.

srability.

m Net prices have increased for most families in the 1990s, further indicating
that the role of grant aid in keeping college affordable has been diminished.

The declining impact of grant aid on affordability additionally can be seen in

analyzing patterns in net prices, or the total price of attendance minus the total grant

aid received by an undergraduate student.’ Net prices represent the amount families

must actually pay for higher education. If the net price of going to a certain insti-

tution is greater than a family’s resources, then that institution is not affordable

for the family—the family must find other resources if they choose to send the

student to that institution. The patterns in average net prices presented below

include those students who did not receive grant aid.* Net prices are categorized )
by family income and institutional type, and are focused on full-time, dependent

undergraduates.’

Net prices increased between 1989-90 and 1995-96 for most families. For example, the
average net price of attending a public four-year institution for undergraduates with fam-

ily incomes of $20,000 to $39,999 increased from $6,140 in 1989-90 to $7,829 in 1995-
96—an increase of 28%, or 5% when inflation is considered. In general, it appears that net

v

5  The following analysis uses total grant aid, not just need-based aid. The analysis is based on the meth-
odology developed by the Congressional Budget Office (CBO, 1991), which focuses on how financial
aid reduces net price, defined as the student’s price of attendance minus the aid the student receives
from any source. Only grant aid is used in this report’s calculation of net price, in order to examine
affordability rather than just access.

6 Thus, their net price is simply equal to the total price of attendance. For comparison purposes, the
average EFCs and average prices of attendance generated for this analysis also include zero responses.

7 Students are classified as independent if they meet one or more of the following criteria: age 24 or
older; a veteran of the armed forces; married; have legal dependents other than a spouse; enrolled in
graduate or professional school; or an orphan or ward of the court. All other students are classified as
dependent.

¢
DO
P>



DO GRANTS MATTER? Student Grants and College Affordability

Need-based versus non-need-based aid

Although need-based aid is more relevant to a dis-
cussion of affordability—in the sense that it is tar-
geted toward students and families with low incomes
and/or high prices of attendance—non-need-based
aid has long been a part of the distribution of finan-
cial aid to students, especially at the institutional and
state government levels. Non-need-based aid may be
based on a variety of criteria, including academic
merit, athletic talent, or other specific characteristics.
Generally, it does not help make college affordable
for lower-income students, however, because they are
less likely than their higher-income counterparts to
receive such aid. For example, more than twice as
many dependent undergraduates with family in-
comes of $60,000 or more received merit-only grants
and scholarships in 1995-96 than students with fam-
ily incomes under $10,000—16%, compared with 7%
(NCES, 1996). Nevertheless, in the last decade the avail-
able evidence suggests that non-need-based aid may
be increasing at a faster rate than need-based aid.

Although recent data are not available, non-need-
based grant aid awarded by institutions grew rap-
idly in the late 1980s. Between-1983-84 and 1991-92,
for example, non-need-based aid per freshman had
an annual growth rate of 13% when adjusted for
inflation. In 1991-92, non-need-based aid accounted
for 56% of all institutional aid at public institutions,
and 21% at private institutions. However, the aver-.
age amounts of non-need-based aid per freshman
were greater at private institutions (McPherson and
Schapiro, 1998)." This growth in non-need-based
grant aid may be related to the growing use of such
aid for the purposes of enroilment management. In-
stitutions may be trying to bring in students who can
pay a portion of tuition, by offering them a discount,
rather than paying the entire tuition of the iowest
income students. However, evidence to support this
assertion is not available.

*

Many states have non-need-based programs, most
of which include merit criteria such as the mainte-
nance of a specific grade point average. In 1995-
96, only 14% of the state grant assistance awarded
to undergraduates was non-need-based. Since the
mid-1980s, however, non-need-based grant funds -
grew at a more rapid rate than did need-based
grants in most years. By 1995-96, non-need-based
dollars for undergraduates had increased by almost
11% from the previous year when inflation is con-
sidered, whereas need-based grants had decreased
by 2% (NASSGAP, various years; see chart on fol-
lowing page). Nonetheless, it is important to rec-
ognize that the increase in non-need-based funds
was heavily influenced by the actions of only a few
states—most important, Georgia’s HOPE Grant Pro-
gram, which was created in 1993.”"

In addition to the apparent growth of non-need-
based grant aid, policymakers have added merit cri-
teria to their need-based grant programs as a
method of rationing the scarce funds available for
such grants. Virtually all states now have need-based
student aid programs in which recipients must dem-
onstrate merit to be eligible for the program or to
continue their participation. Although this is likely
happening at the institutional level as weli, the mo-
tivations of higher education institutions are both
more complex and more difficult to examine.

Itis clear that, by definition, non-need-based forms
of grant aid are not as effective at addressing the
affordability gap as need-based grants, which are
specifically targeted toward families with “need.”
The attachment of merit criteria to need-based
grants may be further detracting from this mis-
sion. Thus, the comparative growth of non-need-
based aid and merit criteria provide cause for fu-
ture concern.

Athletic scholarships were excluded from non-need-based grant dollars in their analys:s In addition, non-need-based aid was
calculated per full-time freshman in 1991 dollars, including those that ‘did not receive aid.
** The HOPE program has both need- and non-need-based components.
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prices are rising most rapidly . Trends in State Grant Aid for Undergraduates
for students from the poorest  °  In constant 1996 dollars
families (those with incomes - - 50%

under $10,000), at most insti- — .

tutions.® However, net prices g 0% 3

at public two-year institutions § 30% -

actually decreased for the two s ]

lowest income groups. It is § 20% -

also significant that for each % 0%

type of institution, net prices 8

are still lower for low-income ‘g 0% —

students, again suggesting that § _10% ]

grant aid is being targeted to- ]

ward low-income students . -20%

(NICES, 1990 and 1996). .

77 78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96
Academic Year (ending):
—f— Need-based grants «=$w Non-need-based grants

In addltlon’ net prices as a Note: Non-need-based grant information was not available prior to 1983-84.

.proportlor.l of e:sumated fam- Source: NASSGAE various years; BLS, 1998a. Historical NASSGAP data were used wherever
ily contributions (EFCs), - possible to reflect updates. ‘

which to some extent mea- . )
sure family resources, can be examined. Net Prices by Family Income

When a student applies for financial aid, | and Institutional Type, 1995-96
an EFC is calculated according to a com-
plex formula that takes into account both
studentand parent income and family size,

among other factors. EFC is therefore an : ::giggg:

estimate of a family’ ability to contribute - o $14,000\:

to a student’s education.® If the net price . g $120004 |

is less than or equal to the EFC, then a g slg’ggg‘\

student can attend school without his or 55:000::

her family paying more than need analy- ° $4,000] |

sis has determined they can pay—i.e., at- $2,ogo‘\

tending is affordable. But, if the net price q:

exceeds the EFC, then a certain amount. . $60,000 and up
. Private $40,000 - $59,999

of unmet need exists for those studentsand - 4-year Private $20,000 - $39,999

their families, which must be made up with . Zyear Z:,ng- Public = $0 -$$19?'909090 ) 519,999\0@«\@

funds that will likely stretch the familys = CES, 1996, 2-year @&‘\*

financial resources.

8 Surprisingly the slowest growth in net prices appears to have occurred for students with family in-
comes between $10,000 and $19,999. - -

9 Students and parents are not required to contribute the amount of their EFC, and do not necessarily
do so.
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Net Price and EFC Patterns Among Full-time, Dependent Undergraduates
By family income and institutional type

Net priCe ......... 1995_96 ................... 1989_90 .........
Private Private Public Public Private Private Public Public -
4-year 2-year 4-year 2-year 4-year 2-year 4-year 2-year

$0-$9,999 $11,591 $7.593 | $6,925 $3.882 $8,178 $5,931 $4,763 $4,043
$10,000-$19,999 $9,333 $7,912 $5,969 $3,944 $8,677 $6,869 $5,346 $4,532
$20,000-$39,999 $11,451 $9,233 $7,829 $4,980 $9,414 $8,066 $6,140 $4,625
$40,000-$59,999 $13,577 | $10,489 $8,884 $5,547 $10,937 $8,648 $6,422 $4,827
$60,000 and up $17,539 | $10,717 | $10,281 $5,402 $14,319 $9,387 $7,594 $5.163

Net price as percentage of EFC

Private Private Public Public Private Private Public Public

4-year 2-year 4-year 2-year 4-year 2-year 4-year 2-year
$0-$9,999 633% 2604% 618% 909% 398% 421% 264% | 249%
$10,000-$19,999 1596% 1103% 567% 370% 344% 322% 221% 186%
$20,000-$39,999 478% 387% 312% 177% 200% 209% 130% 97% .
$40,000-$59,999 233% 183% 143% 92% 122% 17% 72% 57%
$60,000 and up 95% 66% 59% 36% 71% 66% 43% 36%

EFC as percentage of net price

Private Private Public Public Private Private Public Public

4-year 2-year 4-year 2-year ' 4-year 2-year 4-year 2-year
$0-$9,999 16% 4% 16% 1% 25% 24% 38% 40%
$10,000-$19,999 6% - 9% 18% 27% 29% 31% 45% 54%
$20,000-$39,999 21% 26% 32% 56% 50% 48% 77% 103%
$40,000-$59,999 43% 55% 70% 108% 82% 86% 139% 176%
$60,000 and up 105% 151% 170% 282% 141% 153% 231% 278%

Note: Net pnce equals price of attendance minus all grant aid, including non-need-based aid. Analysis includes all students, including
those who do not receive grant aid.

Source: NCES, 1990 and 1996.

Data from 1995-96 indicate that net prices are significantly higher than average EFCs
for almost all income categories and institutional types. This was true for all full-time,
dependent undergraduates from the lower family income categories (less than $40,000),
regardless of the type of institution they attended. For some of these students, average
net prices were more than 10 times their average EFCs, signifying considerable unmet
need. Only students from the highest income category (560,000 and up) had net prices
that were lower than their average EFCs for all institutional types, meaning that on aver-
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age they were paying less than the needs analysis formula had determined they could pay
(NCES, 1996).

From the opposite perspective, EFC can be examined as a percentage of net price. This
ratio represents an index of the extent to which families’ net price of attendance is
affordable, on average. In 1995-96, for example, students with family incomes between
$20,000 and $39,999 had EFCs that covered 32% of the net price of attending public
four-year institutions, on average. Thus, the resources they used to cover the remain-
ing 68% of the net price were greater than the amount they had been expected to
contribute. These additional resources most likely were drawn from a combination of
sources, including student borrowing, student work income, and additional parent funds.
This analysis reveals that, on average, the EFCs of students with lower incomes cover
a lower proportion of their average net prices, while the EFCs of students with higher
incomes account for a higher proportion of their average net prices, or are even greater

than their net prices (NCES, 1996).

This analysis indicates the prevalence of large amounts of unmet need—net prices
frequently exceed EFCs, especially for students in the lower income categories. The
data suggest that net prices may be rising faster than most families’ ability to pay.'®
Thus, it is not surprising that the public perceives the affordability gap to be widening,
as'the difference between what higher education costs the average family and the grant
aid available to them grows.

w These trends have occurred despite the fact that need-based grant aid
continues to be targeted toward students with the most “need.”

The average amount of need-based grant aid received by full-time, dependent under-
graduates from all sources—including federal, state, and institutional—varies by family
income and institutional type.!! This variation is based upon both aspects of need: how
much the student must pay—the price of attendance—and the level of resources from
which the student can draw. The differences are reflected in the proportions of average
prices that are covered by average grant amounts.

10 This analysis does not take into account the trends faced by independent and part-time students, who
comprise an increasing proportion of the student populaton. However, it is likely that they face simi-
lar financial pressures. In fact, rising net prices may be one of the reasons this group is growing, as
more students choose to delay entry or attend postsecondary institutions on a part-time basis.

11 The analysis focuses on full-time, dependent undergraduates who receive grant aid because of the
difficulty in taking into account the variation in awards and prices that is due to the attendance and
work patterns of independent and part-time students.

O

ERIC S 23 13

Aruitoxt provided by Eic:



DO GRANTS MATTER? Student Grants and College Affordability

Average Grant Aid Received Compared
to Average Price of Attendance, 1995-96

By family income and institutional type

Ratio of
Average | grant aid
Average need- |toaverage
price of based price of
attendance | grant aid | attendance

PUBLIC 4-YEAR

Dependent, full-time students $9,973 $2,684 27%
$0-$9,999 $9,532 $3,556 37%
$10,000-$19,999 $9,088 $3,686 1%
$20,000-$39,999 $9,619 $2,513 26%
$40,000-$59,999 $9,754 $1,849 19%
$60,000 and up $10,559 $1,812 17%

PRIVATE 4-YEAR .

Dependent, full-time students $19,562 $5,763 29%
$0-$9,999 $16,629 $5,891 35%
$10,000-$19,999 $17,191 $6,892 40%
$20,000-$39,999 $18,325 $6,585 36%
$40,000-$59,999 $19,307 $5,831 30%
$60,000 and up $21,199 $4,367 21%

PUBLIC 2-YEAR

Dependent, full-time students $5,658 $1,705 30%
$0-$9,999 $5,438 $2,212 41%
$10,000-$19,999 $5,504 $2,013 37%
$20,000-$39,999 $5,724 $1,560 27%
$40,000-$59,999 $5,701 $1,000 18%
$60,000 and up $5,677 n.a. n.a.

PRIVATE 2-YEAR

Dependent, full-time students $10,357 $1,956 19%
$0-$9,999 $8,648 $2,044 24%
$10,000-$19,999 $9,671 $2,048 21%
$20,000-$39,999 $10,288 '$1,917 19%
$40,000-$59,999 $11,218 $1,712 15%
$60,000 and up $11,496 $1,580 14%

Note: Average grant aid amounts are for those who received such aid.

Source: NCES, 1996.

In 1995-96, average need-based
grant aid amounts tended to be
highest at private four-year institu-
tions and lowest at public two-year
institutions, reflecting the price as-
pect of need analysis calculations—
in general, more grant aid is being
awarded to students who have
greater need because they attend
more expensive institutions. How-
ever, the variation in.average price
by institutional type tends to com-
pensate for the differing grant
amounts. As a result, average need-
based grants covered similar propor-
tions of the average price of atten-
dance across most institutional
types: 30% at public two-year insti-
tutions, 29% at private four-year in-
stitutions, and 27% at public four-
year institutions. Private two-year
institutions, such as proprietary
schools, are the exception to this
pattern; despite high average tuition
levels, average grant amounts are
relatively low, covering only 19% of
the price of attendance on average

(NCES, 1996).

Within each institutional type, aver-
age need-based grant amounts tend
to vary inversely with family income:
the lower the income level, the higher
the average award amount. Thus,
grant aid also appears to be targeted
to students from lower-income back-
grounds—the other aspect of need."?
This pattern can be seen further in
the ratios of grant amounts to prices.
In general, average grant aid awards

12 While it may seem counterintuitive, it is possible for higher-income students to have a greater propor-
tion of their price of attendance covered by grant aid at a higher priced institution than lower-income
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received by full-time, dependent.undergraduates covered a larger proportion of
total price of attendance for lower-income students than for higher-income stu-
dents. For example, at public four-year institutions, average grant amounts cov-
ered 37% of the average price of attendance for students with family incomes
less than $10,000, but covered 17% for those with family incomes of $60,000 or
more (NCES, 1996).

The above analysis shows that, even as average grant awards decline relative to price of
attendance, need-based grants continue to be targeted largely toward the students with
the most need—due to low family resources or high price of attendance.

students at lower-priced institutions. This is possible due to need analysis calculations, which take into
account family resources and price of attendance. For example, average grant aid to students with
incomes of $40,000 to $59,999 covered 30% of the average price of attending a private four-year
institution, while average grant aid to students with incomes less than $10,000 covered 24% of the
average price of attending a private two-year institution.
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What Explains These Trends?

he gradual erosion of grant aid’s impact on affordability has resulted from a combi-
nation of factors. In particular, the growing gap between net price and EFC for most fami-
lies has been affected primarily by trends in net price. Both parts of the net price equation—
the average price of attendance and available grant aid—are significantin this respect. Per-
haps most important, the average price of attendance has increased more rapidly than have
both inflation and median family incomes. Furthermore, average grant amounts have failed
to match the growth in average prices, as well as inflation in certain cases. For example,
although the average Pell Grant award doubled between 1976-77 and 1996-97, after infla-
tion is taken into account it actually decreased by more than 23% over this period (U.S.
Department of Education, 1998; BLS, 1998a). Ultimately, average prices have clearly risen
faster than have average grant amounts, causing net prices to rise.

In order to examine the failure of increases in grant awards to match increases in col-
lege pricés in more detail, several aspects are highlighted below: college prices have
increased dramatically; federal government policymakers have not chosen to increase
grant aid as a proportion of total federal aid; and the proportion of undergraduates
using loans has increased faster than those receiving grants.

m The total price of attending college has escalated in recent years.

Net prices have been affected by substandal increases in the total price of attending
college, defined as the average levels of tuition, fees, room, and board for undergradu-
ates. Total prices have increased rapidly, especially in comparison with inflation and
median family incomes. From 1976-77 to 1996-97, the average price of attendance at
all institutions increased by 304%. Differences exist by the type of institution: 365% at
private four-year institutions, 300% at private two-year institutions, 279% at public

four-year institutions, and 196% at public two-year institutions (NCES, 1997).
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In comparison, consumer prices*’ in-
creased by about 171% over the same
20-year period. Even when inflation
is taken into account, the average price
of attendance increased considerably:
49% atall institutions, 72 % at private
four-year institutions, 48% at private
two-year institutions, 40% at public
four-year institutions, and 9% at pub-
lic two-year institutions (NCES, 1997,
BLS, 1998a). Only public two-year
schools such as community colleges
raised their prices of attendance at
close to the same rate as inflation.

The average price of attendance also
increased faster than
median family income
over this 20-year pe-
riod. Between 1977
and 1997, median fam-

Average Pell Grant Awards (aid per recipient)
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Current dollars:

—@— Current dollars

Average Undergraduate Tuition, Fees, Room, and Board Charges

. . All Private Public Public Private
ily income increased institutions 4-year 4-year 2-year 2-year
by 178%, and by only
o) if: . ; 1976-77 $2275 $3,977 $1,935 $1,491 $2,971
10% if inflation is con-
. . 1986-87 $5206 $10,039 $4,138 $2,989 $6,384
sidered. This com-

. 1996-97 $9,199 $18,476 $7.331 $4,412 $11,889
pares to an increase of = - oo oy vy -
304% in the average otal increase: 304% 6 o o 300%

rice of attendance at :
pll' .. b Constant 1996 dollars:
allinsututions between All Private Public Public Private
1976-77 and 1996-97, institutions 4-year 4-year 2-year 2-year
or 49% when inflation 1976-77 $6,081 $10,630 $5,172 $3,985 $7,941
is considered. As a re- 1986-87 $7,346 $14,165 $5,839 $4,217 $9,008
S“F’ while the average 1996-97 $9,083 $18,243 $7,239 $4,356 $11,739
price of attendance for Total increase: 49% 72% 40% 9% 48%
the 1976-77 academic - -
year accounted for Source: NCES, 1997; BLS, 1998a.
14% of the median <ttt
family income in 1977, the average price in 1996-97 took up 21% of median family
income in 1997 (U.S. Census Bureau, 1998; NCES, 1997).
13 Measured according to the Consumer Price Index (CPI-U, 1982-84 = 100), Bureau of Labor Statistics.
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Median Family Income Compared
to Average Price of Attendance

In current dollars

Year/ Price of Ratio, total
academic Median attendance, price to
year family all family
ending income institutions income
1977 $16,009 $2,275 14%
1978 $17.,640 - $2,411 14%
1979 $19,587 $2,587 13%
1980 $21,023 $2,809 13%
1981 $22,388 $3,101 14%
1982 $23,433 $3,489 15%
1983 $24,580 $3,877 16%
1984 $26,433 $4,167 16%
1985 $27,735 $4,563 16%
1986 $29,458 $4,885 17%
1987 $30,970 $5,206 17%
1988 $32,191 $5,494 17%
1989 $34,213 $5,869 17%
1990 $35,353 $6,207 18%
1991 $35,939 $6,562 18%
1992 $36,573 $7,074 19%
1993 $36,959 $7,452 20%
1994 $38,782 $7,931 20%
1995 $40,611 $8,306 20%
1996 $42,300 $8,800 21%
1997 $44,568 $9,199 21%
Total increase:  178% 304%
Total increase,
adjusted for
inflation: 10% 49%

Source: NCES, 1997; U.S. Census Bureau, 1998.

s Grants, especially at the federal level, have
remained staticas a proportion of all student
aid awarded.

Rapidly escalating college prices appear to have ac-
counted for much of the growth in net prices in re-
centyears. However, trends in grant aid funding have
had an impact as well. For example, even if the aver-
age undergraduate price of attendance for all insti-
tutions had increased at the same rate as inflation
between 1976-77 and 1996-97, the proportion cov-
ered by the average Pell Grant award would still have
decreased from 33% to 26% (NCES, 1997; BLS,
1998a; U.S. Department of Education, 1998).

Funding for most types of student financial aid has
increased over the past two decades, but at differing
rates. Funding for loans has increased much more
rapidly than funding for grants, especially in recent
years. Loans, rather than grants, have compehsated
for the rapid decline in funding for specially directed
aid, such as GI Bill benefits. The trends in funding
have affected the composition of total student aid
awarded, as well as the composition of federal stu-
dent aid in particular.*

After adjusting for inflation, funding awarded
through the primary federal loan programs—the Fed-
eral Family Education Loan and Federal Direct Stu-
dent Loan programs—experienced greater growth
than any other source of student aid between 1976~
77 and 1996-97—the total loan funds awarded for
these programs increased by almost 740%. In com-
parison, Pell Grant funding grew by only 42% over
the same period, while state grants and institutional
grants increased by 94% and 227%, respectively. On

the other hand, specially directed aid (including veteran’s benefits, social security, and
military aid), which came primarily in the form of non-repayable “benefits,” declined

14 Aggregate funding includes aid awarded to both undergraduates and graduate students; the data can-
not be disaggregated. In addition, non-need-based aid cannot be separated from need-based aid in
most cases—in particular fqr state and institutional awards (College Board, 1997).
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rapidly—funds decreased bymore . Median Family Income, Average Price of
than 80% (College Board, 1997). | Attendance, and Average Pell Grant Awards
By 1996-97, total funding stood at )
almost $6 billion for Pell Grants, '
$3 billion for state grants, and : $45,000 _
nearly $11 billion for institutional - 5

grants, compared to $30 billion for : $40,000 “W

federal loans, and only $2 billion

$50,000
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u .
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tal student aid, grants from all ) $15,000 :

sources appeared to maintain ap-

$10,000
proximately the same level, from , ]
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97, with a high point of 46% in : \ A - :
1992-93. Meanwhile, loans in- - O T
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creased from 18% to 58% of total

student aid over this period. The
balance is comprised of work- ‘
study aid, which decreased from

Academic Year (ending):

—m— Median family income —r— Average Pell Grant award
—a— Price of attendance, all institutions

. . . Source: US. Census Bureau, 1998; U.S. Department of Education, 1998;
0, [¢)
4% to 1%, and specially directed . NCES, 1997: BLS, 1998a.

aid, which decreased dramatically
from 43% to 4% of total student
aid (College Board, 1997).

As a proportion of federal student aid, federal grants decreased between 1976-77 and
1996-97, from 21% to 16% of total federal aid. Recent years have seen the most rapid
decrease, from a highpoint of 27% in 1992-93. Specially directed aid declined from
52% to 6%, and work-study funds declined from 5% to 2%. At the same time, federal
loans have increased steadily, from 22% in 1976-77 to 77% in 1996-97 (College Board,
1997). Much of the growth in federal loans has occurred since 1993, reflecting changes
in loan programs that occurred as a result of the 1992 reauthorization of the Higher
Education Act, including the creation of the Stafford unsubsidized loan program and
the increase of loan limits.

13 The percentage increases are expressed in constant dollars, while the 1996-97 dollar figures are ex-
pressed in current dollars.
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Shifts in sources of grant aid

From the student’s perspective, the source of
grant aid is not relevant to the affordability is-
sue—grants decrease the net price they pay, re-
gardless of the source. However, changes in the
source of grant aid are important as they point
to shifts in the burden of who is ensuring
affordability: governments (the public) or insti-
tutions (which can be private or public). Over
the last two decades, the composition -of total
student grant aid has shifted, from primarily fed-
eral grants to primarily institutional grants.

Between 1976-77 and 1996-97 funding for institu-
tional grants awarded to all students grew signifi-
cantly faster than funding for state grants or fed-
eral Pell Grants, 227% compared to 94% and 42%,
respectively, after adjusting for inflation. As a re-
sult, the sources of total grant aid funding changed.
In 1976-77, federal grants—including Pell Grants,
Supplemental Educational Opportunity Grants
(SEOG), the federal share of State Student Incentive
Grants (SSIG), and other federal grants—accounted
for 49% of all student grant aid; institutional grants
constituted 34%, and state grants made up 17%.
By 1996-97, state grants remained at approximately
the same proportion, 16%, but the other two sources
had reversed positions—institutional grants ac-
counted for 53% of the total, while federal grants
made up only 31% (College Board, 1997).

This reversal also can be seen from the student per-
spective. The overall proportion of undergraduates
receiving grants has increased only slightly in the last

Student Grant Aid by Source
1976-1977

1986-1987

decade and the average grant amounts received have
actually declined when inflation is considered; this is
particularly evident in the case of federal grants. The
overall trends still are true for state grants—the per-
centage of students receiving them has remained the
same at 11%, while the average amounts have in-
creased only slightly, from $1,183in 1989-90 to $1,571
in 1995-96. On the other hand, although the propor-
tion of undergraduates receiving institutional grant
awards has remained approximately the same—13%
in 1989-90 compared to 14% in 1995-96—the average
amount received has increased significantly. Between
1989-90 and 1995-96, average institutional grants grew
from $2,029 to $2,943, an increase of 45%, or 19%
when inflation is considered (NCES, 1990 and 1996). .

This shift from federal to institutional grants is likely
the result of two forces: the relatively slow growth
of funding for federal Pell Grants, and the increas-
ing use of institutional aid by both public and pri-
vate institutions. Most institutions now use finan-
cial aid as a tool to manage their revenue and en-
roliment, especially private four-year institutions
(McPherson and Schapiro, 1998). Under “need-blind,
full-need” admission policies, for example, private
institutions apply external financial aid to the full-
est extent possible, then meet remaining student
need with institutional grants and loans (Hubbell,
1992). For some public institutions the “high tuition/
high aid” model has involved raising tuition and fees
closer to full-cost levels and establishing an expanded
program of need-based grants or targeted tuition
discounts with the additional revenue.

1996-1997 B Federal Grants
(Pell, SEOG, SSIG)

7] State Grant
Programs

Institutional and
Other Grants
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Thus, differing trends in funding
have caused a considerable shift in

the composition of aid awarded to 340,000 1

students. Specially directed aid— $35.000 ] /
which is similar to grant aid in that ]

it does not need to be repaid, but $30,000 ] ‘ /

which has specific conditions at- A/ /
tached to it, such as military ser- "$25.000 -] A
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tion of all aid. The gap was filled by $20,000 -

rapid increases in student loans, and
by growth in institutional grant aid
to a certain extent. Grant aid as a
whole remained relatively stable.

Constant 1996 dollars (in millions)

In the 1990s, the propor-

Aid Awarded to Postsecondary Students
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tion of students receiving

loans and the average loan O+ T T T T T T T

amounts have grown faster
than the proportion of stu-
dents receiving grants and
the average grant amounts.

—=— Pell grants

For the 1995-96 academic year, it
was still true that more undergradu-
ate students received grants than Source: College Board, 1997,
received loans—39% versus 26%.
Nevertheless, accompanying the
relative stagnation of funding for grants has been a stagnation in the proportion of
students receiving grants, especially in comparison with the proportion of students
receiving loans. The proportion receiving grants increased only slightly, from 36% in
1989-90 to 39% in 1995-96, while the proportion receiving loans increased more rap-

idly, from 19% to 26% (NCES, 1990 and 1996).

At the same time, the average amounts received by undergraduates rose at different
rates: the average loan amount received increased by 46%, from $2,799 in 1989-90 to
$4,074 in 1995-96, whereas the average grant amount received rose by 20%, from
$2,257 to $2,716 (NCES, 1990 and 1996). After adjusting for inflation, the average
grant amount actually declined.

These trends are especially salient for federal aid. In fact, fewer undergraduates re-
ceived federal grants than loans in 1995-96—22% compared to 25%. This resulted

l{fC‘ - 33
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Academic Year (ending):

—e— Total federal

T
95 96 97

—e— Federal loans (FFEL and Direct)y -o— State grant programs
—— Specially directed aid —o- Institutional and other grants

Notes: 1995-96 data are estimates; 1996-1997 data are preliminary. Federal loans
include Ford Direct Loans and Family Education Loans (Stafford, PLUS, SLS); prior
to 1986-87, federal loans are Guaranteed Loans (FFELP)
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Type of Student Aid
as Percentage of Total, 1976-77 to 1996-97
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from a significant increase in the pro-
portion of students receiving loans;
while the proportion of students receiv-
ing grants remained at about the same
level, the proportion receiving loans in-
creased by 7 percentage points, from
18% in 1989-90. The average amount
of federal loans received rose from
$2,642 to $4,041, while average federal
grants increased only slightly—from
$1,544 to $1,668—and declined when
inflation is considered INCES, 1990 and
1996).

Grant aid therefore appears to have re-
mained static from the point of view of
the student as well as the funding per-
spective: the proportion of undergradu-
ates receiving grants has remained about
the same in the 1990s, and the amount
they receive has been declining when
considering inflation. At the same time,
it appears that an increasing number of
students are using student loans, and
they are taking out growing amounts.
These loans may be at least pardally fill-
ing the increasing gaps between net
prices and EFCs.
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Student Aid to Undergraduates, 1995-96 and 1989-90

Percent of students receiving, and average amounts for those who received aid

Total need-
| Total merit- based Total work-

TOTAL (all sources) Total aid | Total grant | only grants grants Total loan* study
96: % of students 50% 39% 5% 33% 26% 5%
96: Average amount $4,926 $2.716 $2,899 $2,636 $4,074 $1,397
Constant 1996 dollars $5,003 $2,759 $2,944 $2,677 $4,138 $1,419
90: % of students 43% 36% n.a. n.a. 19% 4%
90: Average amount $3,605 $2,257 n.a. n.a. $2,799 $1,058
Constant 1996 dollars $4,453 $2,788 n.a. n.a. $3,458 $1,307
FEDERAL: Total aid**  Total grant  Pell grant SEOG Total loan*
96: % of students 37% 22% 22% 5% 25%
96: Average amount $4,475 $1.668 $1,510 $681 $4,041
Constant 1996 dollars $4,544 $1,694 $1,534 $692 $4,103
90: % of students 18% 21% 20% 5% 18%
90: Average amount $2,642 $1,544 $1,435 $641 $2,642
Constant 1996 dollars $3.264 $1,908 $1,773 $792 $3.264

Need-based Non-need-
STATE: Total aid Total grant grant based grant  Total loan
96: % of students 1% 1% 10% 1% <1%
96: Average amount $1.647 $1,571 $1,526 $1,484 $3,162
Constant 1996 dollars $1,673 $1,595 $1,550 $1,508 $3,212
90: % of students 13% 1% 7% 1% 1%
90: Average amount $1,320 $1,183 $1,258 $1,058 $2,348
Constant 1996 dollars $1,631 $1,462 $1,555 $1,307 $2,901

Need-based Non-need-
INSTITUTIONAL: Total aid Total grant grant based grant  Total loan
96: % of students 16% 14% 12% 3% 1%
96: Average amount $2,928 $2,943 $2,563 $3,369 $1,465
Constant 1996 dollars $2,974 $2,989 $2,603 $3,422 $1,488
90: % of students 15% 13% 7% 3% 1%
90: Average amount $2,048 $2,029 $1,843 $1,589 $1,299
Constant 1996 dollars $2,530 $2,506 $2,277 $1,963 $1,605
PRIVATE: Grants
96: % of students 3%
Average amount $1,561
Constant 1996 dollars $1,585
90: % of students n.a. * except PLUS
Average amount n.a. ** including military and veteran benefits
Constant 1996 dollars n.a. Source: NCES, 1990 and 1996; BLS, 1998a.
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Implications and Conclusions

he major trends presented in this report indicate that the capacity of grant aid
to improve affordability for students and their families has been diminished in light of
rising prices'and static funding. Average grant awards have been covering a decreasing
percentage of the average price of attending college over the past two decades, at four-
year institutions in particular. Meanwhile, in the 1990s, the proportion of students
receiving grans and the average grant amounts has grown more slowly than the pro-
portion of students receiving loans and the average loan amounts.

These changes in the role of grant aid have had an impact on the overall process of
financing a college education. The broader availability of student loans, combined with
increases in borrowing levels, has expanded their importance in paying for postsecondary
education. Furthermore, higher net prices have meant that parents and their children
must seek out alternative sources of assistance beyond student loans, such as private
loans, other types of consumer borrowing, and even in some cases credit cards. But
despite the use of these sources by students and parents,-these options have not con-
tributed to affordability in the same way as more grant aid would have.

Questions of affordability may be driving students to change the ways in which they
participate in higher education. Increasing proportions of students appear to be work-
ing part- or full-time to help finance their education, as illustrated by the growing
number of older, non-traditional students. The rising popularity of distance learning
may be caused in part by students needing to find alternatives to the traditional on-
campus offerings as they balance the need for education with other financial consider-
ations. In addition, disadvantaged students increasingly may be limiting their
postsecondary education to public two-year institutions, where taxpayer subsidies ap-
pear to have prevented net prices from increasing as rapidly as at four-year institutions.
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The findings outlined in this report suggest that greater financial support for grant aid
is needed atall levels. The necessity of increased funding is particularly poignant when
the changes in the composition and funding levels of financial aid are examined within
the context of the significant increases in college enrollment—and in the numbers of
financial aid recipients—that have occurred over the last 20 years. But it is not only the
financial support that needs shoring up; the political will of the policymakers who gov-
ern the student aid programs at all levels needs to be revived. Over the past two de-
cades, efforts to keep college affordable have been undermined by failings on both
sides of the equation: prices have not been kept low, and grant aid has stagnated or
declined. The lack of the political will necessary to make meaningful increases in grant
funding—increases that match the growth in prices—has negatively impacted access
and affordability for most families. :

® At the federal level, the political will that was behind these programs at their
inception has been eroded, chipped away first by budget austerity movements in
the 1980s and early 1990s, and now by a push toward smaller government, fewer
entitlements, and greater individual responsibility. In combination with this fo-
cus on budget issues, most improvements in the student aid system have been
focused on loans—increasing loan limits, providing more access to loan funds,
and changing the delivery system. This has been accompanied in the higher
~ education policy field by an increasing focus on the private economic benefits of
college, which implies continued reliance on loans rather than grants.

@ The introduction of federal tax credits for education expenditures provides fur- -
ther evidence of this change in focus. Not only do tax credits reward personal
investments instead of increasing outright public support on the front end to
decrease the price that students and parents pay, but also they are targeted to-
wards middle- and upper-income families, who more frequently use the tax code
than do lower-income families. With net prices rising the fastest for the families
who have the fewest resources, a tax credit that will be received long after any
contributions towards the price of attending college does not impact signifi-
cantly affordability.

m At the state level, the rise of non-need-based criteria in awarding aid—often
based on state workforce and economic needs, such as teaching or health care—
has infringed upon the amount of need-based aid available. State budget crunches
have pitted education against other important public expenditures, including
prisons and Medicaid. The popularity of such programs as the HOPE Scholar-
ship in Georgia, in which merit is a criteria for eligibility and continuation, has
spurred several states to start similar programs.

= Evenatthe institutional level, more institutions may be turning away from need-
blind admissions policies—admitting students without regard to their ability to
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pay—and toward “need-aware” practices, in light of the economic realities that
many colleges and universities face. While institutions have made substantial
increases in the amount of aid they award, the question remains as to whether
colleges and universities should be making up for lags in grant funding from
other sources, particularly given the pressure they are under to rein in the costs
of educating students and the prices they charge.

The role of grant aid in improving affordability must remain an essential underpinning
of student aid programs. Increased support for grants is crucial. But so, too, is the
understanding that grants play a superior role in improving college affordability for
students at all income levels, and particularly those from the lowest income groups. An
increasing desire to help middle-income students through tax-credits or other meth-
ods is worthwhile, but it should not come at the expense of low-income students and
their families. If future public debates do not focus on the ability of grant aid to en-
hance affordability, the progress that has been made in increasing access to postsecondary
education over the last three decades could be undermined.
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